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KEY ECONOMIC INDICATORS 


All value in million U.S. $ For comparison purposes dollar figures have 
unless otherwise indicated. been calculated at the exchange rate of 
U.S. $1.00 = Lire 581.50. 


Cumula- % 
Item & date of most recent data shown 1972 1973 tive Change 


1974 1 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 118, 452 138,562 
GNP at Constant (1963) Prices 80,132 84,851 
Per Capita GNP, Current Prices 2,477 2,523 
Plant & Eqpt Invest at Const (1973) Pr. 4,984 6,112 
Indices: (monthly averages) 
Industrial Production (1970=100) (1/74) 104.1 113.7 
Avg. Labor Productivity (1970=100) 106.8 112.7 
Avg. Industrial Wage (1966=100) (1/74) 172.6 212.3 
National Income at Current Prices 97 5709 114,411 
Employment ('000) 18,331 18,500 
Avg. Unemployment Rate, as % lab.for. 3.7% 3.5% 
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MONEY AND PRICES 
Money Supply (11/73) 69,051.2 84,841.6 
Public Debt Outstanding year-end 24 ,769 34, 316 
Domestic 7 . 23,211 31,782 
External ’ 1,558 2,534 
External Debt Service Ratio 1.9% 1.4% 
Interest Rate (Central Bank) (3/74) 4.0% 6.50% 
Indices: (monthly averages) 
Retail Sales (1970=100) (1/74) 110.8 122.8 
Wholesale Price (1970=100) 107.6 125.9 


BALANCE OF PAYMENTS AND TRADE 
Net Reserves (Official reserves plus net 
foreign position of Banks) (2/74) 5,346.5 5,004.6 
Balance of Payments -1,284.6 -302.8 
Balance of Trade -714.0 -5,597.1 
Exports, FOB 18 ,657.7 22, 303.3 
U.S. Share 1,826.5 1,911.8 
Imports, CIF 19,371.7 27,900.4 
U.S, Share 1,600.7 2,309.7 


Main Imports from U.S. (Jan.-Nov. 1974): Machinery and Equipment 49,986 M.T., 
$424.0; Feeds and Grains 3,012,040 M.T., $322.4; Chemicals 579,031 M.T., 
$231.3; Oil Seeds and Cakes 1,007,373 M.T., $208.1; Aircraft and Parts 
1,440.2 M.T., $145.2; Coal 2,473,611 M.T., $66.5; Paper Pulp, Paper, Paper- 
board and Manufactures 292,094 M.T., $64.2; Copper and Copper Alloys 27,110 M.T., 
$40.8; Iron and Steel Products 124,050 M.T., $33.1. 


1/ Percent change full year 1973 over full year 1972; where 1974 data is indicated, 
comparison is with comparable 1973 period or 1973 average in case of indices. 


SOURCES: ISTAT, Italian Central Institute of Statistics, Bank of Italy, Ministry 
of the Treasury 





Summary 


The sustained upswing in economic growth which occurred in 1973 confirmed 
earlier indications that the Italian economy had overcome the 1971-1972 
economic recession. However, real growth in GNP may drop somewhat this 
year. Also, the outlook in 1974 for Italy's domestic inflation and balance 
of payments is worrisome, in part because of higher world prices for 
petroleum, food and industrial raw materials. Despite government efforts 
to control the severe inflationary spiral which occurred in Italy last year, 
prices rose at a record rate in 1973 and are expected to increase even more 
in 1974. Imports have increased more rapidly than exports as domestic 
prices continued rising and as domestic consumer and investment demand 
firmed up with economic recovery. To this has been added a rising import 
bill for oil, which will aggravate the problem of financing the expected 
1974 balance of payments deficit. Price increases have made some inroads 
on the real wage gains of labor, and difficulties in checking inflation, 
despite a selective price-freeze program, could induce the labor unions to 
adopt more aggressive wage bargaining tactics or possibly to seek the early 
renegotiation of national labor contracts. 


Continued floating of the lira independently of other Common Market 
currencies has permitted a further devaluation of the lira. The strengthen? 
ing of the dollar against other European currencies following the energy 
crisis has offset somewhat the competitive price advantage which U.S. 
exporters enjoyed in Italy over European exporters following the earlier 
dollar devaluations. Also, the lira devaluation has offset somewhat the 
price advantage of U.S. goods over Italian goods both in Italy and in third 
markets. In spite of the fluctuating terms of trade for U.S. firms 
occasioned by exchange rate movements, the longer-term objectives of the 
Italian government to foster economic growth, greater industrial investment 
and job creation should create increasing sales possibilities in the Italian 
market for U.S, firms. 





Current Economic Situation and Trends 


Short-Term Outlook: Uncertainty 


The upswing in economic growth which occurred through most of 1973 confirmed 
earlier indications that the Italian economy had finally broken out of the 
1971-1972 recession. Gross National Product in 1973 increased at a high 
rate and, even more encouraging, real fixed investment sharply recovered. 

In spite of these improvements, which in large measure reflected a firming- 
up of domestic demand, the outlook for the Italian economy in 1974 is 
clouded by the energy crisis, by a continuing high rate of inflation, and 

by a large and persistent balance of payments deficit. Italian entrepre- 
neurs are in an uncertain frame of mind about future economic trends, and 
political uncertainties were exacerbated by the emergence of a government 
crisis in March and the establishment of a three-party "center-left" 
coalition government. The new coalition includes the Christian Democrats. 
Socialists and Social Democrats with the Republican Party no longer included 
in the coalition but providing outside support. The new Rumor center-left 
coalition replaced the previous four-party center-left coalition which fell 
earlier in March when the Republican Party withdrew from the government 
because of differences with the Socialists over economic policies. 


Gross National Product.in 1973 increased by 5.9 percent, representing the 
highest rate of growth to occur in Italy in the past five years. Real fixed 
investment rose by 15.2 percent, and real private consumption by 6.2 percent. 
The main stimulus to growth stemmed from rising disposable income resulting 
from national wage contract settlements early in 1973 and from increased 
social transfer payments. With price and balance of payments performance in 
1974 clouded by the energy crisis, the pre-crisis estimates of a 6 percent 
real rate of GNP growth in 1974 now have been scaled downward to around 4 
percent. While growth may be less affected by the latest energy developments, 
Italy's balance of payments is expected to remain in substantial deficit and 
price performance may worsen. 


The Italian government continues to face the major challenge of inflation. 
Differences exist within the government coalition regarding the policies to 
be adopted in combatting inflation, especially regarding government spending 
and in redressing the balance of payments deficit. Pressures will continue 
to mount in Parliament for the enactment of long-awaited social reform 
measures, thereby posing a further potential budgetary problem. The overall 
budgetary situation is further complicated by continued uncertainties 
regarding the revenue impact of the indirect tax reform (mainly adoption of 
a value added tax or "IVA") which was introduced on January 1, 1973 and of 
the direct (income) tax reform which was adopted on January 1, 1974 and 
which completed the two-phase basic tax reform program. While some minor 
revenue increases may be achieved by proposed acceleration of certain income 
tax payments and by increases in IVA rates on selected products, large 
revenue increases are not anticipated in the short term. 





Throughout 1973 monetary authorities continued to assure ample liquidity in 
the banking system, although in mid-1973 the government adopted a policy of 
gradual selective tightening of credit in order to combat inflation and 
reduce capital outflows. The authorities have sought to keep long-term 
interest rates fairly stable, while allowing short-term rates to rise to 
international levels. An increase from 10 to 1l percent in the "prime" 
bank lending rate in February 1974 represented a further tightening of 
credit conditions. In March 1974 the central bank discount rate was raised 
from 6.5 to 9.0 percent (with penalty rates of up to 12 percent), and in 
April limits on the expansion of bank credit introduced in 1973 were revised 
and extended. The increases in the discount and "prime" lending rates and 
the establishment of new bank credit ceilings have caused renewed concern in 
banking and financial circles about a credit squeeze. 


Industrial production in 1973 rose by 9.2 percent and by 20.9 percent in 
January 1974, compared with January 1973. The sizeable increase in industrial 
production in January 1974 over the comparable 1973 period was 
attributable in part to a low rate of industrial production early in 1973 as 
a result of labor strikes in the key metalmechanical sector. 


During 1973 the cost of living index rose by 10.4 percent. In spite of the 
selective 90-day price freeze adopted in July 1973, which now has been 
extended until July 1974, Italy in 1973 experienced one of the highest rates 
of inflation among industrialized countries. There was an increase of 12.4 
percent in January 1974 over January 1973. Price increases in 1974 are 
estimated in the range of 14-16 percent.. 


Employment during 1973 improved by 412,000 units, reflecting continued strong 
gains in the industry and service sectors. As a consequence of these employ- 
ment gains, the unemployment rate in 1973 declined to 3.5 percent of the work 
force, compared with 3.7 percent in 1972. These favorable employment data 

do not reflect the impact on the economy of the energy crisis which occurred 
late in 1973 and which occasioned sporadic energy-related layoffs in the 
industry and service sectors in late 1973 and early 1974. 


The labor front remained fairly calm during 1973 following the signing of 
national wage contracts in the spring in the metalmechanical and textile 
sectors. Nominal wage rates are rising very rapidly, but unless government 
efforts to check inflation are more successful, labor unions could adopt 

more aggressive wage bargaining tactics, or even seek to renegotiate national 
labor contracts in order to offset the erosion of real wage gains. 


During 1973 imports (customs data) rose by 44 percent over 1972, while exports 
increased by_ only 19.4 percent. The rapid rise in the value of imports 
reflected a firming up of domestic demand concurrent with economic recovery, 
rising world commodity prices and continued devaluation of the lira. The 





floating of the lira (the dual exchange market in Italy was abolished in 
March 1974) has permitted an effective weighted devaluation of the lira 
(formerly the "commercial" lira) of about 20 percent since the second 
devaluation of the dollar in February 1973. The strengthening of the 
dollar against European currencies late in 1973 and early in 1974 
occasioned by the energy crisis has offset somewhat the competitive price 
advantage which U.S. exporters had enjoyed over European exporters to Italy 
following the dollar devaluations. At the same time, any continued de- 
preciation of the lira also would tend to offset the price advantage of 
U.S. goods over Italian goods both in Italy and in third markets. 


Long-Term Outlook: Economic policy in 1974 will have to concentrate 
on fighting inflation and restoring equilibrium in the balance of payments. 
Attention will have to be given to limiting the budgetary cash deficit and 
to monitoring tax revenues under the new tax reform because of uncertainties 
regarding the revenue impact of the tax reform and the rate of economic 
growth. However, the main anti-inflationary tool to be employed will have 
to be a slightly tighter monetary policy. 


In spite of restrictive measures introduced for mainly cyclical reasons, 
the Italian government remains strongly committed to longer-term policies 
of encouraging industrial development, especially in the economically- 
depressed areas of the South, and will continue to give high priority to 
fostering economic growth, greater industrial investment and job creation. 
Pressure will continue to mount in Parliament for the enactment of long- 
awaited social reforms of schools and universities, housing and health 


services, and for major investments in transportation and nuclear power. 
The longer-term implications of these basic economic policy objectives 
should create increasing sales possibilities in the Italian market for U.S. 
firms. 





Implications for the United States 
U.S. Sales Top $2 Billion 


Italian trade statistics for 1973 show that imports from the United States 
rose for the first time in history over the $2 billion mark, to $2.3 bil- 
lion from the $1.6 billion of 1972. This growth of 44.3 percent (compared 
with 4 percent in 1972) was slightly better than the overall rise of 44 
percent in total Italian imports and halted, for the first time in five 
years, the gradual erosion of the share of the Italian import market 
enjoyed by American suppliers. The U.S. market share remained at the 1972 
level of 8.3 percent of all imports. The increase in world commodity 
prices and the across-the-board economic recovery in Italy as well as some 
stockpiling against future commodity price rises and lira devaluations 
have all had an influence on the large rise in the value of Italy's imports. 
The overall performance of imports from the United States, viewed from the 
relative market share point of view, was satisfactory. 


A major factor in the sharp rise in Italian imports from the U.S., as well 
as in total Italian imports (an increase of 44 percent in 1973 versus 13.6 
percent in 1972), was a dramatic growth in agricultural commodity imports. 
The substantial increase measured in quantity terms was accentuated by the 
strong upward pressure on world commodity prices in 1973. 


Imports of American manufactured goods and industrial semi-manufactures 
increased during 1973 but at much more moderate rates than agricultural 
commodities. Reversing the 1972 experience, according to preliminary 


Italian statistics, U.S. sales of transport equipment--80 percent of which 
is in aircraft and parts--rose by 46 percent. Sales of American chemical 
products increased by over 25 percent, while iron and steel imports from 
the U.S., reflecting American controls on scrap exports in the face of 
world shortage, declined by 7 percent. Copper and copper alloy shipments 
from the United States evidenced a marked growth of nearly 50 percent. 
Coal deliveries from the U.S. fell by about 7 percent during the year. 


Italy is a country which is poor in energy and raw materials and an 
inadequate producer of basic agricultural products. Italian imports in 
these sectors are expected to remain strong. To alleviate this heavy 
commodity import requirement, (e.g. crude oil imports alone were $3.4 
billion in 1973, an increase of 38 percent) plans such as those to increase 
nuclear power generation and to step up internal agricultural production 
(particularly meat production) may provide some relief in time, but will 
require both major investment and significant imports of capital goods and 
technology. 


American exports to Italy tend to be highly responsive to the Italian 
business cycle, tending to increase rapidly in periods of expansion and 
to slacken more than proportionately in times of economic slowdown. 





A key factor in the potential for U.S. sales in Italy thus remains the 
level of investment--public and private. The energy crisis and its 
accompanying inflationary influences are slowing the Italian recovery 
which took place in 1973. However, the combination of public sector 
investment projects in infrastructure and the need of the state-holdings 
and the private sector to reorganize production to meet the changed 
factor costs of the mid-70's should combine to give added impetus to 
increasing investment levels. Greater stability in the political and 
economic structure would facilitate such investments. This new investment 
cycle would require greater use of resources, particularly energy and raw 
materials, which would, in turn, favor imports of American capital goods, 
services and technology. 


U.S. Sales Prospects 


While the problems being faced by the Italian economy are major, the 
Embassy believes that the potential for American goods and services is 
growing in spite of and, in some instances, because of the energy crisis. 


The general field of public sector procurement is a case in point. ENEL, 
the national electric energy agency, after years of delay based on 
environmental considerations, has already awarded to Italian licensees of 
U.S. firms contracts for the supply of the first of several atomic power 
stations to be built before 1980. NEL is also planning to complete the 
national high tension power net, now broken between Rome and Florence. 
These projects will be supplied mainly by domestic industry but could 
provide for U.S. suppliers of specialized control equipment and new insulat- 
ing products. The Italian State Railways have major equipment and right- 
of-way expansion needs (e.g. 2,000 freight cars, 700 locomotives, no main 
line trackage broader than two track) to correct a long-standing inability 
to handle the nation's freight and now-increased passenger needs. Most 

of the expansion in normal equipment will be satisfied by Italian firms 
but there are possibilities for American computerized freight car control 
systems and specialized control and safety devices. Also in the transport 
field, the Ministries of Defense and of Transportation and Civil Aviation 
have programs for the improvement of Italy's civilian airports and of air 
navigation and landing control systems. Markets exist for radar, data 
transmission, navigation and telecommunications equipment, While not 
related directly to energy, the Italian Government is making efforts to 
modernize its information handling and storage procedures. One of the most 
interesting markets resulting from this will be in the conversion of 
government records to microfilm, opening new possibilities for microfilm 
systems, copiers, readers and storage facilities. American suppliers in 
these fields have potential for government sales but, to be successful, 
must have adequate representation in Italy. With the exception of the 
State Railways, government agencies have no legal requirement to buy when 
possible in Italy but will rarely be interested in foreign product lines 
not represented locally unless the product is not only novel but unique. 





American firms can find effective Italian representation through the 
exhibits of the U.S. Trade Center, Milan, or through the Department of 
Commerce's Agency Distributor Service. 


Energy-related needs have already come to light in the private sector. 
With the probability of power shortages in the next few years until the 
ENEL projects cited earlier come on stream, there is growing interest in 
stand-by electric power generation equipment, in diesel sets as well as in 
gas turbine generators. The latter equipment reflects what the Embassy 
believes will be a growing market for natural gas-fueled equipment and for 
conversion of existing equipment to natural gas use. Two natural gas 
pipelines into Italy from the Netherlands and from the Soviet Union are 
scheduled to go into operation shortly and a third line from Algeria via 
Tunisia has received approval. This greatly increased availability of 
natural gas combined with the multiplied cost of crude oil products should 
make natural gas very attractive to industrial users as well as to 
individual consumers, although price increases may reduce somewhat the 
cost advantage that gas now offers. 


As regards consumer products, the energy crisis may have negative effects 
on the growth of imports from the U.S, due to the restored higher value of 
the dollar during late 1973 and early 1974. In early 1973, while the lire- 
dollar relationship had undergone only a slight change, the effective 
revaluation of other currencies in relationship to the two gave U.S. 
suppliers a decided advantage over European and Japanese competitors in 
several consumer lines. While the price element may no longer be as 
favorable to the U.S. in all commodity lines, the Embassy still believes 
that the combination of the lower U.S. inflation rate on costs, the 
specific quality advantages and, in some instances, the U.S. economies of 
scale, should offer continued potential in such areas as textiles (wash-and- 
wear bed linen, some upholstery fabrics, cotton rugs), clothing (children's 
and leisure time clothing, jeans) and boating equipment (accessories and 
instrumentation, inboard and outboard motors, innovative boat designs). 


In the industrial sector, professional electronics and electronics component 
manufactures are moving ahead at a rapid pace affording sales potential for 
U.S. producers of transistor integrated circuit and microwave testing 
devices, production equipment for microcircuiting, power and small-signal 
transistors, digital memory circuits, digital electronic meters and special 
types of power sources. The Italian government's decision to go ahead with 
the construction of ITALSIDER's fifth steel complex at Gioia Tauro may 
afford possibilities, in time, for American firms in the rolling mill and 
specialized controls fields. Chemical industry expansion is still going 
forward--although the effects of the petroleum situation have still not 
been fully felt--and offer continued opportunities for sales of specialized 





and non-corrosive pumps, valves and fittings and of various advanced 
control and test systems. As part of the government plans for fostering 
greater industrial investment in the South and shifting to public 
transport, FIAT may establish plants for bus construction in Southern 
Italy. If this takes place, FIAT, which operates some of the most 
highly automated plants in the world, may provide a further market for 
specialized machine tools, automatic welding devices and plant assembly 
equipment. 
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